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thereafter, Old Target is treated as liqui-
dating into Seller in a transaction qualifying 
under section 332. Seller recognizes no gain 
or loss on the liquidation. Seller is then 
treated as purchasing 80 shares of New Tar-
get stock from an unrelated person and then 
distributing the 80 shares of New Target 
stock to A in exchange for A’s 51 shares of 
Seller stock. Seller recognizes no gain or 
loss on the distribution of New Target stock 
pursuant to § 1.336–2(b)(1)(iv). Seller is then 
treated as purchasing from an unrelated per-
son on the day after the disposition date the 
20 shares of Target stock (New Target stock) 
retained for their fair market value as deter-
mined under § 1.336–2(b)(1)(v). The Federal in-
come tax consequences to A are the same as 
if no section 336(e) election had been made. 

Example 9. Pro-rata distribution of 80 percent 
of Target stock. (i) Facts. A and B own 60 and 
40 shares, respectively, of Seller’s only class 
of stock. Seller owns all 100 shares of Tar-
get’s only class of stock. Seller distributes 48 
shares of Target stock to A and 32 shares of 
Target stock to B in a transaction that does 
not qualify under section 355. A section 336(e) 
election is made. 

(ii) Consequences. Any stock of a corpora-
tion that is owned by Seller would be attrib-
uted to A under section 318(a)(2)(C) because, 
after the distribution, A owns 50 percent or 
more of the value of the stock of Seller. 
Therefore, after the distribution, A and Sell-
er are related persons, as defined in § 1.336– 
1(b)(12), and the distribution of Target stock 
to A is not a disposition. Because only 32 
percent of Target stock was sold, exchanged, 
or distributed to unrelated persons, there 
has not been a qualified stock disposition. 
Accordingly, the section 336(e) election made 
with respect to the distribution of Target 
stock has no effect. 

(h) Effective/applicability date. Para-
graph (d)(3)(ii) of this section is appli-
cable to any qualified stock purchase 
or qualified stock disposition (as de-
fined in § 1.336–1(b)(6)) for which the ac-
quisition date or disposition date (as 
defined in § 1.336–1(b)(8)), respectively, 
is on or after May 15, 2013. 

(h) Effective/applicability date. Para-
graph (d)(3)(ii) of this section is appli-
cable to any qualified stock purchase 
or qualified stock disposition (as de-
fined in § 1.336–1(b)(6)) for which the ac-
quisition date or disposition date (as 
defined in § 1.336–1(b)(8)), respectively, 
is on or after May 15, 2013. 

[T.D. 9619, 78 FR 28474, May 15, 2013; 78 FR 
53027, Aug. 28, 2013] 

§ 1.336–3 Aggregate deemed asset dis-
position price; various aspects of 
taxation of the deemed asset dis-
position. 

(a) Scope. This section provides rules 
under section 336(e) to determine the 
aggregate deemed asset disposition 
price (ADADP) for Target. ADADP is 
the amount for which old Target is 
deemed to have sold all of its assets in 
the deemed asset disposition. ADADP 
is allocated among Target’s assets in 
the same manner as the aggregate 
deemed sale price (ADSP) is allocated 
under § 1.338–6 to determine the amount 
for which each asset is deemed to have 
been sold. If a subsequent increase or 
decrease is required under general prin-
ciples of tax law with respect to an ele-
ment of ADADP, the redetermined 
ADADP is allocated among Target’s as-
sets in the same manner as redeter-
mined ADSP is allocated under § 1.338– 
7. 

(b) Determination of ADADP—(1) Gen-
eral rule. ADADP is the sum of— 

(i) The grossed-up amount realized on 
the sale, exchange, or distribution of 
recently disposed stock of Target; and 

(ii) The liabilities of old Target. 
(2) Time and amount of ADADP—(i) 

Original determination. ADADP is ini-
tially determined at the beginning of 
the day after the disposition date of 
Target. General principles of tax law 
apply in determining the timing and 
amount of the elements of ADADP. 

(ii) Redetermination of ADADP. 
ADADP is redetermined at such time 
and in such amount as an increase or 
decrease would be required, under gen-
eral principles of tax law, for the ele-
ments of ADADP. For example, 
ADADP is redetermined because of an 
increase or decrease in the amount re-
alized on the sale or exchange of re-
cently disposed stock of Target or be-
cause liabilities not originally taken 
into account in determining ADADP 
are subsequently taken into account. 
Increases or decreases with respect to 
the elements of ADADP result in the 
reallocation of ADADP among Target’s 
assets in the same manner as ADSP 
under § 1.338–7. 

(c) Grossed-up amount realized on the 
disposition of recently disposed stock of 
Target—(1) Determination of amount. The 
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grossed-up amount realized on the dis-
position of recently disposed stock of 
Target is an amount equal to— 

(i) The sum of — 
(A) With respect to recently disposed 

of stock of Target that is not distrib-
uted in the qualified stock disposition, 
the amount realized on the sale or ex-
change of such recently disposed stock 
of Target, determined as if seller or S 
corporation shareholders were required 
to use old Target’s accounting methods 
and characteristics and the installment 
method were not available and deter-
mined without regard to the selling 
costs taken into account under para-
graph (c)(1)(iii) of this section, and 

(B) With respect to recently disposed 
of stock of Target that is distributed in 
the qualified stock disposition, the fair 
market value of such recently disposed 
stock of Target determined on the date 
of each distribution; 

(ii) Divided by the percentage of Tar-
get stock (by value, determined on the 
disposition date) attributable to the re-
cently disposed stock; 

(iii) Less the selling costs incurred by 
seller or S corporation shareholders in 
connection with the sale or exchange of 
recently disposed stock that reduce its 
amount realized on the sale or ex-
change of the stock (for example, bro-
kerage commissions and any similar 
costs to sell the stock). 

(2) Example. The following example il-
lustrates this paragraph (c): 

Example. Target has two classes of stock 
outstanding, voting common stock and pre-
ferred stock described in section 1504(a)(4). 
Seller owns all 100 shares of each class of 
stock. On March 1 of Year 1, Seller sells 10 
shares of Target voting common stock to A 
for $75. On April 1 of Year 2, Seller distrib-
utes 15 shares of Target voting common 
stock with a fair market value of $120 to B. 
On May 1 of Year 2, Seller distributes 10 
shares of Target voting common stock with 
a fair market value of $110 to C. On July 1 of 
Year 2, Seller sells 55 shares of Target voting 
common stock to D for $550. On July 1 of 
Year 2, the fair market value of all the Tar-
get voting common stock is $1,000 ($10 per 
share) and the fair market value of all the 
preferred stock is $600 ($6 per share). Seller 
incurs $20 of selling costs with respect to the 
sale to A and $60 of selling costs with respect 
to the sale to D. The grossed-up amount real-
ized on the sale, exchange, or distribution of 
recently disposed stock of Target is cal-
culated as follows: The sum of the amount 

realized on the sale or exchange of recently 
disposed stock sold or exchanged (without 
regard to selling costs) and the fair market 
value of the recently disposed stock distrib-
uted is $780 ($120 + $110 + $550) (the 10 shares 
sold to A on March 1 of Year 1 is not recently 
disposed stock because it was not disposed of 
during the 12-month disposition period). The 
percentage of Target stock by value on the 
disposition date attributable to recently dis-
posed stock equals 50% ($800 (80 shares of re-
cently disposed stock × $10, the fair market 
value of each share of Target common stock 
on the disposition date)/$1,600 ($1,000 (the 
total value of Target’s common stock on the 
disposition date) + $600 (the total value of 
Target’s preferred stock on the disposition 
date))). The grossed-up amount realized 
equals $1,500 (($780/.50)¥$60 selling costs). 

(d) Liabilities of old Target—(1) In gen-
eral. In general, the liabilities of old 
Target are measured as of the begin-
ning of the day after the disposition 
date. However, if a Target for which a 
section 336(e) election is made engages 
in a transaction outside the ordinary 
course of business on the disposition 
date after the event resulting in the 
qualified stock disposition of Target or 
a higher-tier corporation, Target and 
all persons related thereto (either be-
fore or after the qualified stock dis-
position) under section 267(b) or section 
707 must treat the transaction for all 
Federal income tax purposes as occur-
ring at the beginning of the day fol-
lowing the transaction and after the 
deemed disposition by old Target. In 
order to be taken into account in 
ADADP, a liability must be a liability 
of Target that is properly taken into 
account in amount realized under gen-
eral principles of tax law that would 
apply if old Target had sold its assets 
to an unrelated person for consider-
ation that included the discharge of its 
liabilities. See § 1.1001–2(a). Such liabil-
ities may include liabilities for the tax 
consequences resulting from the 
deemed asset disposition. 

(2) Time and amount of liabilities. The 
time for taking into account liabilities 
of old Target in determining ADADP 
and the amount of the liabilities taken 
into account is determined as if old 
Target had sold its assets to an unre-
lated person for consideration that in-
cluded the discharge of the liabilities 
by the unrelated person. For example, 
if no amount of a Target liability is 
properly taken into account in amount 
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realized as of the beginning of the day 
after the disposition date, the liability 
is not initially taken into account in 
determining ADADP, but it may be 
taken into account at some later date. 

(e) Deemed disposition tax con-
sequences. Gain or loss on each asset in 
the deemed asset disposition is com-
puted by reference to the ADADP allo-
cated to that asset. ADADP is allo-
cated in the same manner as is ADSP 
under § 1.338–6. Although deemed dis-
position tax consequences may in-
crease or decrease ADADP by creating 
or reducing a tax liability, the amount 
of the tax liability itself may be a 
function of the size of the deemed dis-
position tax consequences. Thus, these 
determinations may require trial and 
error computations. 

(f) Other rules apply in determining 
ADADP. ADADP may not be applied in 
such a way as to contravene other ap-
plicable rules. For example, a capital 
loss cannot be applied to reduce ordi-
nary income in calculating the tax li-
ability on the deemed asset disposition 
for purposes of determining ADADP. 

(g) Examples. The following examples 
illustrate this section. 

Example 1. (i) Facts. The facts are the same 
as in Example 1 of § 1.336–2(b)(1)(i)(B)(3), that 
is, Parent owns 60 of the 100 outstanding 
shares of the common stock of Seller, Sell-
er’s only class of stock outstanding. The re-
maining 40 shares of the common stock of 
Seller are held by shareholders unrelated to 
Seller or each other. Seller owns 95 of the 100 
outstanding shares of Target common stock, 
and all 100 shares of Target preferred stock 
that is described in section 1504(a)(4). The re-
maining 5 shares of Target common stock 
are owned by A. On January 1 of Year 1, Sell-
er sells 72 shares of Target common stock to 
B for $3,520. On July 1 of Year 1, Seller dis-
tributes 12 shares of Target common stock to 
Parent and 8 shares to its unrelated share-
holders in a distribution described in section 
301. Seller retains 3 shares of Target common 
stock and all 100 shares of Target preferred 
stock immediately after July 1. The value of 
Target common stock on July 1 is $60 per 
share. The value of Target preferred stock on 
July 1 is $36 per share. Target has three as-
sets, Asset 1, a Class IV asset, with a basis of 
$1,776 and a fair market value of $2,000, Asset 
2, a Class V asset, with a basis of $2,600 and 
a fair market value of $2,750, and Asset 3, a 
Class V asset, with a basis of $3,900 and a fair 
market value of $3,850. Seller incurred no 
selling costs on the sale of the 72 shares of 

Target common stock to B. Target has no li-
abilities. A section 336(e) election is made. 

(ii) Determination of ADADP. The ADADP 
on the deemed asset disposition of Target is 
determined as follows. The grossed-up 
amount realized on the sale, exchange, or 
distribution of recently disposed stock of 
Target is $8,000, the sum of $3,520, the 
amount realized on the sale to B of the 72 
shares of Target common stock and $480, the 
fair market value on the date distributed of 
the 8 shares of Target common stock distrib-
uted to Seller’s unrelated shareholders in the 
qualified stock disposition, divided by .50, 
the percentage of Target stock by value, de-
termined on the disposition date, attrib-
utable to the recently disposed stock ($4,800 
(80 shares of Target common stock disposed 
of in the qualified stock disposition × $60, the 
value of a share of Target common stock on 
the disposition date) divided by $9,600 ((100, 
the total number of shares of Target com-
mon stock × $60, the value of a share of Tar-
get common stock on the disposition date) + 
(100, the total number of shares of Target 
preferred stock × $36, the value of a share of 
Target preferred stock on the disposition 
date))), minus $0, Seller’s selling costs in 
connection with the sale of the 72 shares of 
Target common stock sold to B. The $8,000 
grossed-up amount realized on the sale, ex-
change, or distribution of recently disposed 
stock of Target is then added to the liabil-
ities of Old Target, $0, to arrive at the 
ADADP, $8,000. 

(iii) Allocation of ADADP. The ADADP of 
$8,000 is allocated first to Asset 1, the Class 
IV asset, but not in excess of Asset 1’s fair 
market value, $2,000. The remaining ADADP 
of $6,000 is allocated between Assets 2 and 3, 
both Class V assets, in proportion to their 
fair market values, but not in excess of their 
fair market values. Because the total fair 
market value of Assets 2 and 3, $6,600, ex-
ceeds the ADADP remaining after allocation 
of a portion of the ADADP to Asset 1, the 
$6,000 remaining ADADP is allocated to As-
sets 2 and 3 in proportion to their respective 
fair market values. Accordingly, $2,500 is al-
located to Asset 2 ($6,000 × ($2,750/($2,750 + 
$3,850))) and $3,500 is allocated to Asset 3 
($6,000 × ($3,850/($2,750 + $3,850))). 

Example 2. (i) Facts. The facts are the same 
as in Example 1 except that Asset 2 is the 
stock of Target Subsidiary, a corporation of 
which Target owns 100 of the 110 shares of 
common stock, the only outstanding class of 
Target Subsidiary stock. The remaining 10 
shares of Target Subsidiary stock are owned 
by D. The value of Target Subsidiary stock 
on July 1 is $27.50 per share. Target Sub-
sidiary has two assets, Asset 4, a Class IV 
asset, with a basis of $800 and a fair market 
value of $1,000, and Asset 5, a Class IV asset, 
with a basis of $2,200 and a fair market value 
of $2,025. Target Subsidiary has no liabilities. 
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A section 336(e) election with respect to Tar-
get Subsidiary is also made. 

(ii) Determination of ADADP. The ADADP 
on the deemed asset disposition of Target 
Subsidiary is determined as follows. The 
grossed-up amount realized on the sale, ex-
change, or distribution of recently disposed 
stock of Target Subsidiary is $2,750, ($2,500 
ADADP allocable to Asset 2, the 100 shares of 
the stock of Target Subsidiary owned by 
Target, divided by .909, the percentage of 
Target Subsidiary stock by value, deter-
mined on the disposition date, attributable 
to the recently disposed stock ($2,750 (100 
shares of the stock of Target Subsidiary 
deemed disposed in the qualified stock dis-
position × $27.50, the value of a share of Tar-
get Subsidiary stock on the disposition date) 
divided by $3,025 (110, the total number of 
shares of Target Subsidiary stock × $27.50, 
the value of a share of Target Subsidiary 
stock on the disposition date)), minus $0, 
Seller’s selling costs in connection with the 
deemed sale of the 100 shares of Target Sub-
sidiary stock). The $2,750 grossed-up amount 
realized on the sale, exchange, or distribu-
tion of recently disposed stock of Target 
Subsidiary is then added to the liabilities of 
Old Target Subsidiary, $0, to arrive at the 
ADADP of Target Subsidiary, $2,750. 

(iii) Allocation of ADADP. Because Assets 4 
and 5 are each assets of the same class, and 
the total fair market value of Assets 4 and 5 
exceeds the $2,750 ADADP of Target Sub-
sidiary, the $2,750 ADADP is allocated to As-
sets 4 and 5 in proportion to their respective 
fair market values. Accordingly, $909 is allo-
cated to Asset 4 ($2,750 × ($1,000/($1,000 + 
$2,025))) and $1,841 is allocated to Asset 5 
($2,750 × ($2,025/($1,000 + $2,025))). 

Example 3. (i) Seller owns all 100 of the out-
standing shares of the common stock of Tar-
get, the only class of Target stock out-
standing. On January 1 of Year 1, Seller sells 
10 shares of Target stock to A for $6,000 ($600 
per share). On August 1 of Year 1, Seller dis-
tributes the remaining 90 shares of Target 
stock to its unrelated shareholders in a 
transaction described in section 355(d)(2) or 
(e)(2). The value of Target stock on August 1 
is $560 per share. Target has two assets, 
Asset 1, which is stock in trade of Target, a 
Class IV asset, with a basis of $15,000 and a 
value of $50,000, and Asset 2, which is stock 
in a publicly traded, unrelated corporation, a 
Class II asset, with a basis of $38,000 and a 
value of $16,000. Target has no liabilities 
other than any liabilities for Federal tax on 
account of the deemed asset disposition. As-
sume Target’s Federal tax rate for any gain 
or income on the deemed asset disposition is 
34 percent. Seller had no selling costs in con-
nection with its sale of the 10 shares of Tar-
get stock. A section 336(e) election is made. 

(ii) Because at least 80 percent of Target 
stock was disposed of (within the meaning of 
§ 1.336–1(b)(5)) by Seller during the 12-month 

disposition period, a qualified stock disposi-
tion occurred. August 1 of Year 1 is the dis-
position date. Accordingly, pursuant to the 
section 336(e) election, for Federal income 
tax purposes, Target is treated as if, on Au-
gust 1, it sold all of its assets to an unrelated 
person in exchange for the ADADP. 

(iii) Under these facts, although a portion 
of the qualified stock disposition was the re-
sult of a stock distribution, because the 
grossed-up amount realized on the disposi-
tion of recently disposed stock of Target, 
$56,400 (($6,000 + ($560 × 90))/1) exceeds Tar-
get’s total basis in its assets, none of the 
losses realized on the deemed asset disposi-
tion are disallowed under § 1.336– 
2(b)(2)(i)(B)(2). Because the grossed-up 
amount realized on the disposition of re-
cently disposed stock of Target exceeds the 
value of Asset 2, the ADADP allocated to 
Asset 2 equals the value of Asset 2, $16,000, 
and Target realizes a $22,000 loss on the 
deemed disposition of Asset 2. None of this 
loss is disallowed under section 1091. See 
§ 1.336–2(b)(2)(ii)(C). Accordingly, Target rec-
ognizes a $22,000 loss on the deemed disposi-
tion of Asset 2. 

(iv) The ADADP allocated to Asset 1 is de-
termined as follows (for purposes of this Ex-
ample 3, TotADADP is the total ADADP for 
the deemed asset disposition, A1ADADP is 
the tentative amount of the total ADADP al-
located to Asset 1, A2ADADP is the amount 
of the total ADADP allocated to Asset 2, G is 
the grossed-up amount realized on the dis-
position of recently disposed stock of Target, 
L is Target’s liabilities other than Target’s 
tax liability for the deemed disposition tax 
consequences, TR is the applicable tax rate, 
and B1 is the adjusted basis of Asset 1 and B2 
is the adjusted basis of Asset 2): 
TotADADP = G + L + (TR × 

(TotADADP¥B1¥B2)) 
A1ADADP = TotADADP¥A2ADADP 
A2ADADP = $16,000 
A1ADADP = TotADADP¥$16,000 
G = ($6,000 + ($560 × 90))/1 
G = $56,400 
TotADADP = $56,400 + 0 + (.34 × 

(TotADADP¥$15,000¥$38,000)) 
TotADADP = $56,400 + .34TotADADP¥$18,020 
.66TotADADP = $38,380 
TotADADP = $58,152 
A1ADADP = $42,152 

(v) Because A1ADADP, $42,152, does not ex-
ceed the value of Asset 1, $50,000, the entire 
A1ADADP is allocated to Asset 1. Old Target 
thus realizes and recognizes a gain of $27,152 
on the deemed disposition of Asset 1 
($42,152¥$15,000). 

[T.D. 9619, 78 FR 28474, May 15, 2013] 

§ 1.336–4 Adjusted grossed-up basis. 
(a) Scope. Except as provided in para-

graphs (b) and (c) of this section or as 
the context otherwise requires, the 
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